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AFFIRMATION

f

f
I Robert Doto affirm that, to the best of my knowledge and belief, the accompanying financial
staten'lents and supplemental schedules pertaining to UST Securities Corp. (the “Company™) for
the year ended December 31, 2006, are true and correct. 1 further affirm that neither the
Company nor any managing member, proprietor, principal officer or director has any proprietary
interest in any account classified solely as that of a customer.
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De l o I tte ® . Deloitte & Touche LLP

Two World Financial Center
New York, NY 10281-1414
1IUSA

\
Tel: +1 212 436 2000
Fax +1 212 436 5000
Wwww.deloitte.com

INDEPENDENT AUDITORS’ REPORT

The Boartli of Directors and Stockholder of ] :
UST Securities Corp. i

We have dudlted the following financial statements of UST Securities Cclarp (the “Company™), an indirect
wholly-ovlmed subsidiary of U.S. Trust Corporation, for the year ended December 31, 2006 that you are
filing pursuant to Rule 17a-5 under the Securltles Exchange Act of 1934

; Page
Statement of Financial Condition : 3
Statement of Income i 4
Statement of Cash Flows ‘ 5
Statement of Changes in Stockholder’s Equity \ 6

These fmanmal statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit. ‘

We conducted our audlt in accordance with generally accepted auditing standards as establlshed by the
Auditing & tandards Board (United States) and in accordance with the audltmg standards of the Public
Company Accountmg Oversi ght Board (United States). Those standards, rTequire that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of matenal misstatement,
The Comp'any is not required to have, nor were we engaged to perform, an audit of its 1nterna] control over
financial n'.portmg Our audit included consideration of internal control over ‘financial reportmg asg a basis for
de51gmng Ialudlt procedures that are appropriate in the circumstances, but 1"10t for the purp?se of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes exammmg, on a test baS|s evidence supf)ortmg the amounts
and dlsclo-,m'es in the financial statements, assessing the accounting prmmples used and significant estimates
made by management as well as evaluatmg the overall financial statement presentation. |We believe that our
audit provides a reasonable basis for our opinion. |

I
In our opinion, such financial statements present fairly, in all material respects, the financial position of UST
Securities Corp at December 31, 2006, and the results of its operations and its cash ﬂows’, for the year then
ended in C(])nformny with accounting principles generally accepted in the Unlted States of America.
!

Member of
Peloitte Touche Tohmatsu




Our audit was conducted for the purpose of forming an opinion on the delL financial statements taken as a

® whole. T he following supplemental schedules of UST Securities Corp. as of December 3,1 20006 are
presented 'for the purpose of additional analysis and are not a required part of the basic ﬁnancm] statements,
but are supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934:

Page
® Computation of Net Capital for Brokers and Dealers Pursuant to
Rule 15¢3-1 Under the Securities Exchange Act of 1934 | 16
Computlation for Determination of Reserve
Requirements for Brokers and Dealers Pursuant to
® Rule 15¢3-3 Under the Securities Exchange Act of 1934 ‘ 17
These schedules are the responsibility of the Company’s management. S‘uch schedules lsllave been subjected to
the audltmg procedures applied in our audit of the basic financial statements and, in our ?pmlon are fatrly
stated in all material respects when considered in relation to the basic financial statements taken as a whole.
° , |
Dé/ M,t ~ %u cle L |
February )7 2007 i
\
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® | |
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|
UST SECURITIES CORP. i

[ , |
(An indirect wholly-owned subsidiary of U.S. Trust Corporation)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

[
|
| |
| .

® Assets |
Cash ancr! cash equivalents , $ 15,010,222
Equipment and office facilities—net l 18,949
| Receivables for commissions and interest 96,263
@ Receivall)le from broker-dealer 226,573
Other assets | 23,732
Total : $ 15,375,739
® - .
Liabilities and stockholder's equity E :
Liabilitijes
Commussions payable $ 121
Due tolaffiliate _ | 182,058
o Accrued expenses and other liabilities ‘ 423,417
Total liabilities : 605,596
|
Stoc_kho}lder's equity !
® Common stock, stated value $50 ~ 2,500 shares authorized— }
1,020;shares issued and outstanding . 51,000
Additi(lmal paid-in capital | I6,455,9356
Accumulated Deficit ' i {1,736,793)
PY Total stockholder’s equity E .L,770,143
I
i
Total 5 !5,375,739
! H
|
° See notes to financial statements. i
\
1 1
® ?
|
|
|
L -3- i




UST SECURITIES CORP.

| }
{An indirect wholly-owned subsidiary of U.S. Trust Corporation)

STATEIIVIENT OF INCOME
YEAR ENDED DECEMBER 31, 2006

!
|
r

Revenuc;s
Commi{ssions

Interest revenue

Total
Expenses
Compe'nsation and benefits
Profess:ional SErvVices
Commussions, clearance and floor brokerage
Occupz'mcy and equipment
Other

Total

Net income before income taxes

Income taxes

Net income

See notes to financial statements.

2,741,713
| 219394

2,961,107

929,701
230,285
267,100
143,441

739,187

2,309,714

651,393

221,651

429,742




UST SECURITIES CORP.

(An mdlrect wholly-owned subsidiary of U.S. Trust Corporation)

STATEMENT OF CASH FLOWS
YEAR E-NDED DECEMBER 31, 2006

Cash flows from operating activities:
Net income
Ad_]USUITICntS to reconmle net income to net cash provided by
Voperagmg activities:
Deprematlon and amortization
Decrease in deferred tax asset
Chanf;es in operating assets and liabilities:
Decrease in receivables for commissions and interest
Deciease in receivable from broker-dealer and other assets
[_)ecrl'ease in commissions payable

| . . T
Decrease in accrued expenses and other liabilities

| . . . i
Decrease in due to affiliate

Net cash profided by operating activities
Net increase in cash fnmd cash equivalents

Cash and cash equivélents, beginning of year
Cash and cash equivalents, end of year

SUPPLFMENTAL CASH FLOW DISCLOSURE - !
Taxes paid :
|
|

See notes to financial statements.

429,742

9,779
85,848

16,438
82,446
(647)
(283,335)
(164,740)

! 175,531

175,531

4,834,691

15,010,222

421,183




UST SECURITIES CORP.

(An indirect wholly-owned subsidiary of U.S. Trust Corporation)

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED DECEMBER 31, 2006

Additional Total
Common Paid-in Accumutated Stockholder’s

Stock Capital Deficit Equity
Balance, December 31, 2005 $ 51000 $ 6,455,936 (2,166,535) $ 4,340,401
Net Incoine - - 429,742 429,742
Balance, December 31, 2006 $ 51000 S 6,455936 (1,736,793) $ 4,770,143

See notes to financial statements.
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UST SECURITIES CORP.
(An indirect wholly-owned subsidiary of U.S. Trust Corporatlon)

NOTES TO FINANCIAL STATEMENTS ,
YEAR ENDED DECEMBER 31, 2006 !

X

l [

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

US’I‘( Securities Corp (the “Company”) provides brokerage servrces to individuals and institutions -
located throughout the United States of America. The Company is a registered securmes broker-dealer
withithe Securities and Exchange Commission (the “SEC™) and is a!member of the Nanonal Association
of Securities Dealers (the “NASD”). All securities are cleared through National Financial Service LLC (a

subs:dlary of Fidelity Global Brokerage Group, Inc.) on a fully disclosed basis.
The following is a summary of the significant accounting policies:

a,

Basis of Presentation—The Company is a wholly-owned subsrdlary of United States Trust

Fompany, Nanonal Association (the “Parent” or “Trust Company”) which is alwholly-owned
sub51d1ary of U.S. Trust Corporation (the “Corporation”). The Corporation is ajwholly-owned
subsrdlary of The Charles Schwab Corporation (“CSC”).

These ﬁnancral statements have been prepared in conformity with accounting principles generally
accepted in the U S., which requ1re management to make certam estimates and’ assumptions that
affect the reported amounts in the accompanying financial statements Such estlmates relate to
useful lives of equipment, office facilities, and property; valuatlon of i mvestments valuation of
employee stock options; fair value of financial instruments; al]owance for doubtful accounts of
brokerage clients; retirement and postretirement benefits; future tax benefits; rest:ructurmg reserves;
and legal reserves. Actual results could differ from such estimates.

On November 19, 2006, CSC entered into a definitive agreement with Bank of America
Corporation (“Bank of America”) pursuant to which Bank of Amenea will acqmre all of the
outstanding ‘common stock of U.S. Trust Corporation and thereby assumne ownership of the
Corporation and all its subsidiaries. The transaction is expected to close early in the third quarter of
2007.

Income Taxes—The Company'’s results of operations are 1ncluded in the consolidated U.S. Federal
income tax return of CSC. The Company uses the asset and llablhty method, Jn recording income
tax expense. Federal income taxes are calculated as if the Company filed its income tax return on a
separate-company basis. State income tax returns are prepared on a separate- retum basis. Under the
asset and liability method, deferred tax assets and liabilities are recorded for temporary differences
between the tax basis of assets and liabilities and their recorded amounts for financial reporting
purposes using currently enacted tax law.

Cash and cash equivalents—For purposes of reporting cash ﬂows the Company considers all
highly liquid investments with ongmal maturities of three months or less from inception to be cash
equivalents.

Revenue Recognition—Commissions and trading revenue from principal transacnons are
reeogmzecl on a trade-date basis. Interest is recognized as mc?me when earned.




Equipment and Office Facilities—Equipment and office facnhtles are depreculled on a straight-line
basis over the estimated useful lives of the assets of three to ten years. Leasehold Improvements are
amortized on a straight-line basis over the lesser of the estlmated useful lives 1of the assets or the
term of the lease. Equipment and office facilities are stated at cost net of acculrtnu]aled depreciation
and amortization of $269,402 at December 31, 2006. The deprecmtlon and amomzatlon expense
for the year ended December 31, 2006 was $9,779 and is 1ncluded in “other expenses in the
statement of income. Equipment and office facilities are revrewed for 1mpa1rrpem wherever events
or changes in circumstances indicate that the carrying amount, of such assets may not be
recoverable. : !
Pension Plan—The Corporation maintains a trustee managed, lnoncontributor'y, qualified defined
benefit pension plan for the benefit of eligible U.S. Trust employees hired on lor before
December 31, 2001, the U.S. Trust Corporation Employees’ Retlrement Plan (the “Penston Plan”).
Under the Penswn plan, as amended, eligible employees earned a benefit under a new career
average formula without an early retirement subsidy. Employees hired after December 31, 2001
receive an account balance benefit under the Pension Plan. Under this prov1snlon of the Pension
Plan, eligible employees receive an annual credit of 5% of thelr total compensation to a
hypothetical account which becomes vested in a graded manner over four years The employee
accounts eam interest on the accumulated balances. . i
The Corporation provides health care and life insurance benef|'1ts for certain actlve employees and
certain qualifying retired employees and their dependents. Posiretrrement medlcal and life
insurance benefits are accrued during the years that the emp]oyee renders service to reflect the
expected cost of providing health care and life i insurance and other benefits tolan employee upon
retirement. : 11

| i

] . ) . ! ) ]
Estimated Fair Value of Financial Instruments—The Company considers the amounts recorded for
the financial instruments on the statement of financial condmon to be reasonable estimates of fair

value due to their short term nature. }

Stock-based Compensation— The Company participates in CSC's stock mcerlmve plans and
records its allocated share of CSC's stock-based compensatlon expense. On. January 1, 2006, CSC
adopted Statement of Financial Accounting Standards No. 123 (revised 2004)‘ Share-Based
Payment (SFAS No. 123R) which requires the measurement and recognition of compensation
expense based on estimated fair values for all share-based payment arrangements including
employee and director stock option and restricted stock awards In March 2005 the SEC issued
Staff Accounting Bulletin No. 107 (SAB No. 107) relating to certam issues surroundmg the
1mp]ementat10n of SFAS No. 123R. In November 2005, the Fmancral Accountmg Standards Board
(FASB) issued FASB Staff Position No. FAS 123R-3 - TranSItlon Election Related to Accounting
for Tax Effects of Share-Based Payment Awards. i :

CSC adopted SFAS No. 123R using a modified prospective tl"ansrtlon method1 under which this
accounting standard apphes to new awards and to awards modified, repurchased or cancelied after
January 1, 2006 and prior periods are not restated. Additionally, compensatlon cost is recognized
for the unvested portion of awards outstanding on January 1, 2006 over their remammg vesting
period. As a result of the adoption of SFAS No. 123R, the Company 3 mcome before taxes and net
income for the year ended December 31, 2006, were $5,646 and $3,670 lower respectively, than
under CSC’s previous accounting method for share-based compensatron

Stock-based compensation expense for 2006 is based on awar‘ds ultimately expected to vest, and

therefore has been reduced for estimated forfeitures. Forfeltur’es are estrrnated at the ime of grant
based on CSC’s historical forfeiture experience and revised in subsequent periods if actual

-8- .




i
forfeitures differ from those estimates. CSC has elected to adopt the alternative transiton method
provided in the FASB Staff Position No. FAS 123R-3 for calculatmg the tax effects of stock-based
compensation. ' '

Long-term incentive compensation — Eligible officers may recerve cash long term incentive plan
units under a long-term incentive plan (LTIP). These awards are restricted from transfer or sale and
generally vest annually over a three- to four-year period. Each award prov1des‘ for a one-time cash
payment for an amount that varies based upon CSC’s cumulanve earnings perlishare {EPS) over the
respective performance period of each grant. The Company accrues the estrmated total cost for
each grant on a straight-line basis over each LTIP’s vesting penod with penodlc cumulative
adjustments to expense as estimates of the total grant cost are Irewsed !
New Accounting Standards—The following new accounting prlonouncements have been adopted by

the Company or will be adopted by the Company as these new accountmg standards become
effective.

|
SFAS No. 154 — Accounting Changes and Error Corrections was issued in May 2005 and was
effective beginning January I, 2006. SFAS No. 154 generally Tequires reuuspectlve application to
prior periods’ financial statements of changes in accounting prmcrple The adoptlon of SFAS No.
154 did not have a matenial impact on the Company’s ﬁnancral position, results of operations or
cash flows. 1

SFAS No. 155 — Accounting for Certain Hybrid Financial Instruments was 1ssued in February 2006
and is effective for all financial instruments acquired or issued after Decernber 31, 2006. SFAS No.
155 allows financial instruments that contain an embedded denvatlve to be accounted forasa
whole (i.e., eliminating the need to account for the embedded 'derivative separately) if an election is
made to report the whole instrument on a fair value basis. The adoption of SFAS No. i55 is not
expected to have a matenal impact on the Company’s ﬁnanclal position, results of operations or

cash flows. |

4
SFAS No. 157 - Fair Value Measurements was issued in September 2006 and is effective
beginning January 1, 2008. This Statement defines fair value, lestabhshes a frarnework for
measuring fair value in generally accepted accounting prlncrples (GAAP), and expands disclosures
about fair value measurements. The adoption of SFAS No. 157 is not cxpected to have a material
impact on the Company’s financial position, results of operatrons or cash flows.

SFAS No. 159 - The Fair Value Option for Financial Assets a‘nd Financial Llablhtles—-—[ncludmg
an amendment of FASB Statement No. 115 was issued in February 2007. SF AS No. 159 permits
entities to choose to measure many financial instruments and certain other i 1tems at fair value. The
objective is to improve financial reporting by providing entltles with the 0pportun1ty to mitigate
volatility in reported earnings caused by measuring related assets and llablhtles differently without
having to apply complex hedge accounting provisions. SFAS No. 159 is expected to expand the
use of fair value measurement, which is consistent with the FASB ] long-term measurement
objectives for accounting for financial instruments. SFAS No 159 1s effectw‘c as of the beginning
of the Company’s first fiscal year that begins after November, 15, 2007. Early, adoption is permitted
as of the beginning of a fiscal year that begins on or before November 15, 2007 provided that the
Company also elects to apply the provisions of SFAS No. 157 Fair Value Measurements The
Company does not expect the adoption of SFAS No. 159 to have a material lmpact on the
Company' s financial condition. !

Financial Accounting Standards Board Interpretation (FIN) No 48 - Accountmg for Uncertainty in
[ncome Taxes - An Interpretation of SFAS No. 109, was 1ssued in July 2006 and 15 effective

9 :
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| b
|

taken in a tax return when there is uncertamty about whether that tax position

financial position, results of operations or cash flows. |

CASH AND CASH EQUIVALENTS |

Cash and cash equivalents consist of a money market mutual fund with a market va

and ther cash and cash equivalents of $297,766 at December 31, 2006
|

beginning January !, 2007. FIN No. 48 provides new requ1rements for the recognmon
measurement. and disclosure in the financial statements of a tax position lakcnI or expected to be
Iwﬂl ultimately be

sustained. The adoption of FIN No. 48 is not expected to have a material impact on the Company’s

lue 0f$4 712,456

RENTAL COMMITMENTS ’

| i
The Company conducts its business from office space that 1s leased by its Parent in

New Jersey. The lease exprres in 2015 and is renewable for a five year period. The

Jersey City,

|C0mpany s
obligation for future minimum renta] payments under leased rental space is as follows:

Year Ending . Minimum
December 31 ‘ Rentals
2007 ! $ 63,400
2008 r 63,400
2009 i 63,400
2010 ! 66,006
2011 | 66,874
Later years | 234, 063
| |
Total minimum rental payments l $ 557,143

Rent expense for the year ended December 31, 2006 amounted to $131,423 and is included in

“occ upancy and equipment” in the statement of income.

.
NET CAPITAL AND OTHER REGULATORY REQUIREMENTS

The(Company is subject to the Securities and Exchange Comrmsswn (“SEC”) Uniform Net Capital Rule

(Rule 15¢3-1), which requires the maintenance of minimum net capital, as defined!

tequal to the greater

of $50 000 or 6-2/3% of aggregate indebtedness, as defined. At December 31, 2006 the Company had
net :aprtal of $4,633,213, which was $4,583,213 in excess of the mrmmum rcqurrement The

Company s ratio of aggregate indebtedness to net capital was .13 to 1.

The|Company is exempt from the provisions of SEC Rule 15¢-3 pursuant to paragraph (k)(2)(ii) as an

mtruducmg broker clearing all security transactions with and for customers on a fu

’lly disclosed basis

w1th a clearing broker-dealer, and promptly transmitting all customer funds and securities to such

cleanng broker-dealer. .
|

;

|
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5. INCOME TAXES

Income taxes are as follows:

2006
Current:

Fe:dera] 5 133112
State and local 1 2,691
\ i
TOt:Ill current imcome taxes ! 135,803

Deferred: 1
Federal | 85,848
State and local ‘ !
it
Total deferred income taxes ; 85,848
' !
Total $ 221,65 1‘

The femporary differences that created a net deferred tax asset included in “other assets” is detailed

below:
2006
Deferred tax asset: ‘
Employce benefits $ 18,217
Deferred tax liability:
Premises and equipment ‘ (3,722
| “
Net deferred tax asset 3 14,495
\

The Company determined that no valuation allowances against deferred tax assets at December 31, 2006
and 2005 were necessary.

At D;ecember 31, 2006 the amount payable by the Company to the Corporatlon foryFederal income
taxes was 52,884 and is included in the “due to affiliate” caption in the statement of financial condition.

6. RELATED-PARTY TRANSACTIONS

Pursuant toa serwce agreement, U.S. Trust Technology and Support Services, Inc. (“TSSI") and the
Pare; n.t provide ccnam operating and other administrative support sémces to the Company Such
semces include payro]l accounting, and administration of health and other employife benefit plans. For
the year ended December 31, 2006, the Company paid $163,056 to TSSI which is mcluded in the
“professwnal services” caption of the statement of income and $401 718 to the Parént for these services,
which is included in the “other expense” caption of the statement of income.

211 -




EMPLOYEE BENEFIT AND PERFORMANCE COMPENSATION PLANS

Pension and Other Postretirement Benefits— Under U.S. Trust’s trusteed, noncontributory, qualified
defined benefit pension plan the benefit obligation and related planI assets are based on certain estimates
— years of employee service, rate of increase mn salary, discount rate and expected rate of return on plan
assets - which are made by management with recommendations by actuaries. In addmon to the years of
employee serv1ces rate of increase in salary, and discount rate, U. Sr Trust’s postrenrcment medical and
life l:nsurance benefit obligation is based on the health care cost trend rate which is an actuarial estimated
rate of future increases in per capita cost of health care benefits.

! |
Included in compensation and benefits is expense for pension benefits of $12,486 for the year ended
Decémber 31, 2006.

Performance Compensation Plans—The Corporation sponsors a 401(k) Plan (the “4!1'01(k) Plan”),
covermg all employees who satisfy a one-year service requirement. Depending upen the Corporation
sattsfymg certain: profitability criteria and other factors, eligible employees receive merit-based annual
awards calculated as a percentage of such employees’ compensation. Employees of the Company may
receive awards under the Corporation’s performance compensatlon[plans Awards to officers and other
employees are govemed by the terms of the Annual Incentive Plan (“AIP”).

Stock Incentive Plans—Employees officers, and directors of the Company participate in stock incentive
plans sponsored by CSC. The following summarizes these plans:

CSC issues shares for stock options and restricted stock awards from treasury stock At December 31,
200(11 CSC was authonzed to grant up to 36 million common shares under its emstmg stock incentive
plans.

As of December 31, 2006, there was $135 million of total unrecogmzed compensat‘}on cost, net of
forfeltures related to outstanding stock option and restricted stock awards which 1s expected to be
recogmzed through 2011 with a remaining weighted-average penod of 2 0 years.

Stock Option Plans———CSC’s stock incentive plans provide for grantmg options to employees officers,
and dlrectors Opuons are granted for the purchase of shares of common stock at an exercise price not
less than market value on the date of grant, and expire within seven or ten years from the date of grant.
Optllons generally vest annually over a three- to four-year period from the date of grant Certain options
are granted at an ‘exercise price above the market value of common stock on the date of grant (i.e.,
pren11um—pr1ced options).




CS('s stock option activity (including 0ptlons held by employees of discontinued operations) is
summarized below:

Weighted-  Waeighted-
Remaining Average

Average -  Exercise Aggregate Aggregate
Number of Price per  Contractual (ntrinsic
Amounts in Millions, Except Per Share Data Options |Share Life (In years) Value
Outstanding at December 31, 2005 115 ’s 15.33
Granted 6 § 1876
Exefcised 24 $ 1067
Forlfeited ' 2) § 10.29
Expired . 6y $ 2513
Ouistanding at December 31, 2006 89 $ 1622 3.97 $ 434
Vested and exercisable at December 31, 2006 79 $ 1640 - |3.69 . $§ 387
|
|

The aggregate intrinsic value in the table above represents the dlfference between CSC’s closing stock
price and the exermse price of each in-the-money option on the last trading day of the period presented.

The weighted- average fair value of options granted durmg 2006 was $5.43 per share Cash received
from options exermsed for 2006 was $252 million. The total tax beneﬁts recogmze'd from the exercise of
employee stock options during 2006 was $57 million. The total intrinsic value of options exercised
during 2006 was $149 million. ] ’

Management uses a binomial option pricing model for all options granted The bmomla] model takes
intolaccount the comractual term of the stock option, expected volatlhty, dividend Yield, and risk-free
interest rate. Expected volatility is based on the implied volatility of pubhcly—traded options on CSC’s
stock Dividend yield is based on the average historical CSC dmdend yield. The nlsk-free interest rate is
based on the yield of a U.S. Treasury zero-coupon issu¢ with a’ remammg term equa] to the contractual
term of the option. Management uses historical optlon exercise data which mcludes employee
termmatlon data to estimate future option exercise probability. Managemcnt uses the Black-Scholes
model to solve for the expected life of options valued with the binomial model. The assumptions used to
value CSC’s options and their expected life were as follows:

[ 2006
Weighted-average expected dividend yield ; 0. 46%
We-ighted-avera%e expected volatility | 29 0%
Weighted-average risk-free interest rate ! 4 7%
Expected life (in years) E 251538

Restncted Stock'Plans — CSC's stock incentive plans provide for grantmg restricted stock awards to
employees and officers. Restricted stock awards are restricted from transfer or sale]and generally vest
annually over a four-year period, but some vest based upon CSC or one of its sub51d1anes achieving
certam financial or other measures. The fair value of restricted stock awards is based on the market price
of C:SC’s stock on the date of grant and is generally amortized to resmcted stock expense on a straight-
]1ne|ba51s over the requisite service period. The total fair value of the restricted stock awards that vested
during 2006 was $55 million.

+
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CSCis restricted stock awards activity (including awards held by employecs of dlsclontmued operations)

1s sutnmarized below: |

V\Ileighted—
Average Grant
Number of Date Fair Value

Amounts in Millions, Except Per Share Data Shares per Share
Outsl;tandmg at December 31, 2005 _ 8 $! 11.76
Graxlned 5 | 17.79
Vesled 3) $| 11.16
Forfeited ; (1Y $ 1246
Outstanding at December 31, 2006 9 $ 15.06

b

A surnmary of the Company’s share of CSC’s stock-based compensation expense and related income tax

benefit for the year ended December 31, 2006 is as follows:

Stock option expense
Restlricted stock expense
Total stock-based compensation

Income tax benefit on stock-based compensation

2006 |

$ 5,874
9,619

S 15,493

S (5,423)

. Ho.
M Amount represents less than 1% of CSC's consolidated total stock-based compensation expense.

L()ng| -term ]ncentlve Plans (“LTIP) — Eligible officers may receive

LTIP units and restricted stock

underl a long- termlmcentlve program. These awards are restricted from transfer or szlile and generally
vest al»nnually over a three- to four-year performance period. The cash payout of the LT[P units, which
may range from $0 to $4 per unit, will be made following the end of the performance period based upon

CSC achieving certain cumulative EPS levels.

The Company’s share of CSC’s LTIP unit information at December

LTIP units outstahding at year end
LTII' unit compensation expense in
the penod ended December 31, 2006

LTIP liability at year-end

CONCENTRATION OF CREDIT RISK

31, 2006 is as fiollows:

62,500

337’3,20(1)t
$115,000

In the' normal course of business, the Company’s clearing broker, National Fman01a] Service LLC, is
exposed to risk of'loss on customer transactions in the event of a customer ] 1nab111ty to meet the terms
of its 'contracts the clearing broker may have to purchase or sell securmcs at preva11mg market prices in
order(to fulfill the ‘customer’s obligations. The Company has agreed to indemnify thc clearing broker for
Iosse° that the clearing broker may sustain from the customer accounts introduced by the Company. As
of December 31, 2006, there were no amounts owed to the cleanng broker by these Custoniers.

-14.
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The Company utilizes the services of a clearmg broker for the senlement of its 1nlr9duced customers’
securities transactions. These activities may expose the Company to risk of loss in the event that the
°® ' clearing broker is unable to fulfill the terms of the contracts.

9. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, Disclosures about Fair Value of Financial Insrruments requires lhe disclosure of the
esnr{laled fair values of financial instruments. Substantially all of the Company s assets and liabilities
® _are cons&dered financial instruments, as defined by SFAS No. 107. Fa:r value is defned as the price at
R which a financial instrument could be liquidated in an orderly manner over a reasonable time period
under present market conditions.

SFAS No. 107 requu'es that the fair value of financial instruments be estimated usmg various valuation
methodolog:es Quoted market prices, when available, are used as the measure of f:Ellll' value. The

® Company s financial instruments are short-term in nature. C0nsequent1y, carrying amounts of these
assets and liabilities approximate estimated fair value.

* ok ko ok ok
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UST SECURITIES CORP.

\
(An indirect wholly owned subsidiary.of U.S. Trust Corporation) | !

e COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS
" PURSUANT TO RULE 15C3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
DECEMBER 31,2006 |

: f
. \
° 3 Total stockholder’s equity | $ 4,770,143
- ' f
6. Deductions and/or charges: I
A. Nonallowable assets | '
Other assets . 23,732
Equipment and office facilities—net ! 18,949
® o !
‘ ' !
8. Net capital before haircuts on securities position : i 4,727,462
\
9. Haircuts on cash and cash equivalents: J
Money market mutual funds i 94,249
® | |
10. Net capital ! b 4,633,213
|
Computation of basic net capital requirement :
PY 11. Minimum net capital required (6-2/3% of total aggregate :
indebtedness) i $ 40,373
[
12. Minimum dollar net capital requirement of reporting broker
| | or dealer | $ 50,000
o |
13. Net capital requirement (greater of line 11 or 12) I $ 50,000
14, Excess net capital ‘ b 4,583,213
@ Computation of Aggregate Indebtedness |
? ‘ |
16. Total aggregate indebtedness from balance sheet i $ 605,596
|
‘ o 20. Ratio of aggregate indebtedness to net capital 0.13
|' 1 |
‘ Reconciliation with the Company’s computation included in Part I1 f
| of Form X-17a!5 as of Decefmber 31, 2006
i Net capital, as n_poned in the Company’s Part [I (unaudited) FOCUS
P report filed on January 25, 2007 § 4,464,065
| Tax ad]ustmenU including adjustments to nonallowable assets 169,148
Net Capital per Above $ 4,633,213
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UST SECURITIES CORP.
°® (An indirect wholly-owne’d subsidiary of U.S. Trust Corporation)

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3 UNDER THE SECURITIES EXCHANGE
ACT OF 1934 | - !
DECEMBER 31, 2006

The Company does not carry any customer accounts and is exempt from the prov1sxons of Securmes and Exchange
Commission Ru]e 15¢3-3 under paragraph (k)(2)(ii) because all customer transactions are cleared through another
e broker-dealer on'a fully disclosed basis.
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February 27, 2007

' I
UST Securities Corp. ‘
499 Washington Blvd., 6" Floor |
Jersey Crty, New Jersey 07310

In planning and perfonnmg our audit of the financial statements of UST, Securities Corp

(the “Corinpany”), an indirect wholly-owned subsidiary of U.S. Trust Corporatlon as of] and for the year
ended December 31, 2006 (on which we 1ssued our report dated February 27,2007), in accordance with
generally accepted audrtmg standards as established by the Auditing Standards Board (Umted States) and
in accordance with the auditing standards of the Public Company Accountmg Overs:ght Board (United
States), “ e consndered the Company’s internal control over financial repomng (internal control) asa
basis for de51gnmg our auditing procedures for the purpose of expressmg an opinion onlthe financial
statemenls but not for the purpose of expressing an Opll’llOI‘l on the cffectlveness of the Company's
internal c'ontrol Accordingly, we do not express an opinion on the effectweness of the Company s
internal control, }

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the {SEC"), we have
made a study of the practices and procedures followed by the Company,‘ including consideration of
control ar'tnvmes for safeguardmg securities. -This study included tests of compliance w1th such practices
and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in makmg the
periodic computatlons of aggregate indebtedness and net capital under Rule 17a-3(a)(1 1) and for
determmmg compliance with the exemptive provisions of Rule 15¢3-3. (25) We did not revnew the
practices Iand procedures followed by the Company in making the quarterly securities exammatlons
counts, w,nf ications, and comparisons, and the recordation of dlfferences required by Rule 17a-13 or in
complymg with the requ1rements for prompt payment for securities under Section 8 of Federal Reserve
Regulatlon T of the Board of Governors of the Federal Reserve System, |because the Company does not

- carry securities accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining 1ntema1 control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this respons1b|11ty, estimates
and Judgr'nents by management are required to assess the expected benefits and related costs of controls
and of thc' practices and procedures referred to in the preceding paragraph and to assess .(whether those
‘practices and procedures can be expected to achieve the SEC’s above-mentioned Db_]CCtl!VeS Two of the
0b_]CCthC'> of internal control and the practices and procedures are to pro'v:de management with
reasonable but not absolute assurance that assets for which the Company has respon31b1hty are
safeguarded against loss from unauthorized use or disposition, and that transactlons are executed in
accordan('e with mana’gcment s authorization and recorded properly to perrmt the’ preparatlon of financial
statements in conformity with generally accepted accounting principles. ‘ Rule 17a-5(g) lists additional
ObjECtIVC‘L of the practices and procedures listed in the preceding paragraph

Member of
Deloitte Touche Tohmatsu
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mconsequ'entra! will not be prevented or detected by the entity’s internal|control.

1
\
Because of inherent limitations in internal contrel and the practices and procedures reterred to above,

error or fraud may occur and not be detected. Also, projection of any ev‘aluatron of them to future periods
is subject|to the risk that they may become inadequate because of changes in condmons or that the

effectiveness of their desrgn and operation may deteriorate.

A controlldeficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a trmely basis. A significant deficiency is a control deﬁcrency, or combmatron of
control de'ﬁmencres that adversely affects the entity’s ability to initiate, :authorlze record process, or

. report. ﬁn.'mcra] data rehably in accordance with generally accepted accounting prmcrples such that there

is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than

A mate'riall weakness is a significant deficiency, or combination of significant deﬁciencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
preventecl| or detected by the entity’s jntema] control. ' :

1

Our consrderatlon of mtemal control was for the limited purpose described in the first and second

paragraphs and would not ‘necessarily identify all deficiencies in internal control that mrght be material
weaknessc"s We did not identify any deficiencies in internal control and control actwrtles for
safeguardmg securities that we consider to be material weaknesses, as defined above.

il

We under;tand that practtces and procedures that accomptlish the ObjCCtIVCS referred to 1n the second .
paragraphlof this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934, and related regulations, and that practrces and procedures that do not
accompllsh such objecttves in all material respects indicate a material 1naclequacy for such purposes.

Based on lhlS understanding and on our study, we believe that the Company g practices and procedures,

as descrrbed in the second paragraph of this report, were adequate at December 31, 2006, fto meet the

-SEC’s objectwes

ThlS report is intended solely for the information and use of the Board of’ IDrrectors management the
SEC, the National Association of Securities Dealers and other regulatory agencies that rely on Rule 17a-
5(g) under, the Securities Exchange Act of 1934 in their regulation of regrstered broker-dealers and is not -
intended to be and should not be used by anyone other than these specrﬁe‘d parties.

Yours truly,

Detals, N Tade L”




